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PRIME MINISTER’S FOREWORD 
We have an obligation to manage climate change responsibly on behalf of future generations, so that 
our prosperity today is a legacy they too can enjoy tomorrow. 
The Australian economy depends more on fossil fuels for its wealth generation and power supply than 
most developed economies and we are a significant supplier of energy to the world.  Adjusting to a 
carbon-constrained economy will entail costs.  We cannot change the structure of our economy 
overnight and we need to manage the transition with care. 
Yet, as well as costs, the same transition will also present new opportunities.  We are richly endowed 
with natural assets that will be valuable in a carbon-constrained world, including high-quality geological 
and biological sequestration sites, large uranium reserves and abundant renewable energy resources, 
including geothermal energy opportunities.  An important component of Australia’s climate change 
policy is developing key low emissions technologies to realise these opportunities. 
Climate change is a global problem and Australia cannot solve it alone.  The multi-faceted response set 
out in this document will ensure Australia leads the world in our domestic approach to reducing 
greenhouse gas emissions, and is a key player in effective international responses to climate change. 
 
(John Howard) 
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EXECUTIVE SUMMARY 
Australia’s Climate Change Policy in a Global Context (Chapter 1) 
Climate change is a serious global challenge.  Scientific consensus is that increased concentrations 
of greenhouse gas emissions, resulting from human activities, have contributed to global temperature 
increases.  Predicted impacts, depending on the extent of temperature change, include sea level rises 
and more severe and frequent droughts and storms.  The risk of these impacts needs to be managed 
on behalf of future generations. 
Australia’s environment is particularly vulnerable to global climate change.  Our variable climate 
and susceptibility to drought, our natural assets such as the Great Barrier Reef, and the proximity of our 
urban settlements to coastal regions mean potentially significant impacts for Australia.  These include 
water security issues, impacts on agricultural production and energy infrastructure, and increased 
severity of storms and coastal flooding. 
Australia’s economy needs to prepare for a carbon-constrained future.  Our economy – with its 
historical reliance on fossil fuels, agriculture and low energy prices – requires significant structural and 
technological change if we are to meet the needs of a carbon-constrained future.  These changes will 
take time and need to be carefully managed to minimise adverse short term economic impacts and 
maximise longer term economic opportunities. 
We cannot solve global climate change alone.  Australia must not forsake its competitive advantage 
for no significant impact on global emissions.  Our greenhouse gas emissions represent just 1.5 per 
cent of global emissions.  Domestic action to reduce emissions, while important, will have little 
meaningful impact if not part of wider international action.  Australia’s domestic climate change policies 
should be consistent with effective international action, in order to avoid undue economic costs and little 
environmental gain. 
The ultimate objectives of the Australian Government’s Climate Change Policy are: 
• To contribute to achieving global reductions in emissions that will avoid dangerous climate 
change; and 
• To maintain the strength of Australia’s economy by: 
− providing competitive, clean, low emission and affordable energy to Australian households 
and businesses; 
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− remaining a major supplier of energy and resources to international markets; and 
− preparing for the impacts of unavoidable climate change. 
Australia’s climate change policy framework therefore embraces: 
1. reducing domestic emissions at least economic cost (Chapter 2); 
2. developing key low emissions technologies, improving energy efficiency and supporting 
households and communities to reduce emissions (Chapter 3); 
3. supporting world class climate science and adapting to the impacts of unavoidable climate change 
(Chapter 4); and 
4. pursuing effective international responses to climate change that involve all major emitters, and 
that reflect our domestic policies (Chapter 5). 
Reducing Domestic Emissions at Least Economic Cost (Chapter 2) 
Australia is on track to achieve its target of 108 per cent of 1990 levels of emissions over the 
period 2008-12.  This has not been easy.  Governments and industry have invested heavily to achieve 
this outcome.  Other contributions such as reduced land clearing cannot be repeated. 
The Australian Government will set a long term aspirational goal for reducing emissions, to 
enhance investment certainty and contribute to international efforts.  Our goal, which will be 
environmentally and economically robust, will be set in 2008.  A clear long term emissions reduction 
goal and a new emissions management framework will enhance investment certainty for low emissions 
technologies for all sectors, but in particular for the new investment in energy supply needed to support 
economic growth.  Setting a long term goal will also reinforce Australia’s efforts to influence the 
emerging international climate change framework (see also Chapter 5). 
The Government will introduce an emissions trading scheme, no later than 2012, as the primary 
mechanism for achieving the long term emissions reduction goal.  A well-designed emissions 
trading scheme will help to reduce emissions at least economic cost.  As a mechanism to establish and 
appropriately manage a forward price for greenhouse gas emissions, trading will reduce uncertainty, 
improve the investment environment, and strengthen the incentives for low emissions technology 
development and deployment.  It will also encourage new economic opportunities in low emissions 
technologies, energy efficiency and through carbon offsets such as forest plantations.  
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The Government endorses the key design features of the emissions trading system set out in 
the report of the Prime Ministerial Task Group on Emissions Trading.  Work on a detailed system 
will begin immediately, in consultation with industry and other stakeholders.  Careful planning will be 
required to avoid the mistakes experienced elsewhere.  The Australian Government will introduce 
legislation for mandatory energy and greenhouse gas emissions reporting by participants in the trading 
scheme, or entities that intend to provide offsets, before the end of 2007.  The Government will detail 
robust and transparent accreditation standards for carbon offsets, to create opportunities (including for 
land based sectors) and will ensure incentives for continuing abatement are maintained before trading 
commences. 
Responsibility for designing an Australian emissions trading system will rest with the 
Department of the Prime Minister and Cabinet.  In implementing the emissions trading system, the 
Government will work closely with affected sectors, including formal consultation with business.  Those 
sectors initially excluded from the system, including agriculture, will be included as practical issues are 
resolved.  In the meantime, the Government will work closely with these sectors to develop policy 
options for abatement and maximise new opportunities created in the move to emissions trading. 
Attempting a transition to a low carbon economy too quickly risks significant economic 
disruption, for limited environmental gain.  Treasury will advise the Government on an appropriate 
emissions goal and pathway that progressively stabilises emissions and then allows for deeper 
reductions.  Such an approach will help constrain costs, give business time to adjust to the price signal 
and allow Australia to adjust our response to international developments.  These are significant 
economic reforms, and as such require careful analysis and planning.  The regulator of the Australian 
emissions trading system will be established in the Treasury portfolio. 
Developing Key Low Emissions Technologies, Improving Energy Efficiency and 
Supporting Households and Communities (Chapter 3) 
The Government will continue investing in research, development and demonstration of key low 
emissions technologies.  Significant breakthroughs in low emissions technologies will allow 
substantial emissions reductions in the longer term to be achieved at low cost.  The 2004 Energy White 
Paper and the 2006 Uranium Mining, Processing and Nuclear Energy Review identified strategically 
important technologies for developing competitive clean energy supplies in Australia, including gas, 
solar, geothermal and carbon capture and storage technologies, as well as clean coal and nuclear 
energy.  New approaches to emissions reductions in the agriculture and land-based sectors are also 
important. 
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The Government has directly supported or generated investments in renewable energy in excess of 
$3.5 billion.  The Government’s $500 million Low Emissions Technology Demonstration Fund has 
identified major projects which together involve investments of approximately $3 billion.  Through the 
Asia Pacific Partnership on Clean Development and Climate, we are mobilising Australian expertise – 
public and private – on the enormous challenges surrounding clean development in our region. 
The Government will continue investing in energy efficiency.  Improving energy efficiency is an 
important means of reducing greenhouse gas emissions cheaply.  The Government has been a world 
leader (for example phasing out incandescent light bulbs) in developing and implementing national 
minimum energy performance standards, including for appliances, and will continue this work and 
engage internationally on future action. 
The Government will work with industry to explore further opportunities for reducing emissions through 
energy efficiency measures.  The Government will also focus on energy efficiency in its own operations. 
The Government will help households and small businesses to improve energy efficiency and 
reduce emissions.  A price on carbon will unavoidably increase household and small business energy 
and fuel prices.  Demand for electricity in Australia is expected to more than double by 2050, making 
energy efficiency measures all the more important in reducing emissions. 
Under existing Government programmes, households and small businesses will be able to calculate 
their emissions online, and will have an opportunity to offset these emissions.  Under the 2004 $75 
million Solar Cities programme, sponsored communities will save more than $9 million in electricity bills 
and reduce greenhouse emissions by more than 76,000 tonnes each year.  Under the Government’s 
Photovoltaic Rebate Programme, 25,500 solar electric systems will be installed in households and 
community buildings. 
Supporting World Class Science and Adapting to the Impacts of Climate Change 
(Chapter 4) 
Australia is recognised internationally for the quality of its climate change science.  Having a 
high quality scientific understanding of the contributing influences and mechanisms of climate change 
enables Australia to better respond to its associated impacts.  The Australian Government spends 
around $60 million per annum on greenhouse research.  Our focus will continue to be on areas of 
particular relevance to the southern hemisphere. 
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Australia will prepare for the impacts of climate change on Australia and our region.  Even if the 
world significantly reduces greenhouse gas emissions, climate change is still likely to occur due to 
greenhouse gases already in the atmosphere.  Being prepared and adapting to climate change can 
lessen its impacts.  The Government has announced $126 million for a new Australian Centre for 
Climate Change Adaptation to assist particularly affected sectors and regions, as well as businesses 
and local governments, to understand better the impacts of climate change and respond appropriately. 
In addition, the Council of Australian Governments (COAG) National Adaptation Framework guides 
different levels of government on efforts to help the most vulnerable sectors and regions−such as 
agriculture, fisheries, forestry, coastal settlements, infrastructure and tourism−adapt to unavoidable 
climate change.  The Government has also invested $44 million in a National Climate Adaptation 
Flagship programme, to be administered by the CSIRO, to provide more information on local climate 
change. 
Pursuing Effective International Responses to Climate Change (Chapter 5) 
Australia will pursue effective international responses to stabilise greenhouse gas emissions at 
concentrations that will avoid dangerous levels of climate change.  Australia will pursue an 
effective international framework through all available avenues, including through the United Nations 
Framework Convention on Climate Change.  An effective international framework is one that includes 
all major emitters, takes account of differing national circumstances and goals for sustainable 
development and allows countries to adopt a range of policies to reduce their emissions.  Australia 
supports efforts to develop a global consensus on an appropriate common goal for reducing emissions.  
But this does not necessarily mean implementing common policies and measures; nor should it 
preclude a range of approaches to constraining greenhouse gas emissions. 
Australia will continue to lead on climate change, internationally and in the Asia Pacific region.  
The Prime Minister has placed climate change on the agenda for the Asia Pacific Economic 
Cooperation (APEC) Leaders Meeting in September 2007.  This meeting represents an historic 
opportunity to build international consensus on practical and effective ways to tackle climate change.  
Australian-led initiatives such as the Asia Pacific Partnership on Clean Development and Climate, the 
Global Initiative on Forests and Climate and the Australia-China Joint Coordination Group on Clean 
Coal Technologies serve as international models. 
Similarly, cooperating in adaptation to climate change can also serve as an important building block for 
wider international arrangements.  The Government has been working to strengthen the capacity of 
Pacific Island nations to adapt to climate change.  The 2007-08 overseas development aid budget 
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included $33 million for partnerships with international organisations on climate change adaptation and 
mitigation initiatives. 
Australia’s domestic policies will influence, and be influenced by, effective and practical 
international responses to climate change.  It may take some time for a truly effective international 
framework for emissions reductions to emerge.  It is likely that in the near term progress will be made 
through national and bilateral actions.  A domestic emissions trading system, investment in low 
emissions technologies and energy efficiency measures in Australia will create opportunities as the 
international framework emerges. 
*** 
Australia will contribute to achieving global reductions in emissions that will avoid dangerous climate 
change.  Our domestic actions support this objective and will maintain a strong domestic economy.  
Australia will also contribute through practical and cooperative approaches, using all available 
international channels, to securing an effective and comprehensive global response. 
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CHAPTER 1: AUSTRALIA’S CLIMATE CHANGE POLICY IN A 
GLOBAL CONTEXT 
Scientific consensus is that the world’s climate is changing.  Human-induced greenhouse gases, 
particularly carbon dioxide (CO2) from fossil fuel use and deforestation, are accumulating in the 
atmosphere.  There is scientific evidence that this is contributing to changing climate patterns around 
the world.  The Intergovernmental Panel on Climate Change recently concluded that warming of the 
climate system is ‘unequivocal’ and that it is ‘very likely’ due to greenhouse gases.1 
The build up of greenhouse gases has been underway since the Industrial Revolution (1760 to 1830), 
when atmospheric CO2 concentrations were approximately 280 parts per million (ppm).2  Today 
atmospheric greenhouse gas concentrations are more than one-third higher, at an estimated 380 ppm. 
Today, greenhouse gas emissions are continuing to grow.  Between 1970 and 2004, global emissions 
of greenhouse gases increased by 70 per cent.3  Unless global mitigation efforts are accelerated, 
greenhouse gas emissions will continue to grow strongly.  According to the International Energy Agency 
(IEA), global energy-related CO2 emissions are forecast to increase by 55 per cent between 2004 and 
2030, or 1.6 per cent per annum.4  
The impact of human-induced warming through the build up of greenhouse gases is already being felt.  
Without concerted action, it could worsen substantially over the next century.  Possible impacts, even at 
lower ranges of increased temperatures, include more severe and more frequent droughts, higher 
temperatures, more severe storms, sea level rises and increases in the range of certain insect borne 
diseases.  Prudent risk management therefore suggests that far-reaching global action, on behalf of 
future generations, is needed to avoid dangerous climate change. 
1.1 Australia’s environmental vulnerability to climate change 
Australia is particularly vulnerable to climate change.  It is the driest inhabited continent with a 
highly variable climate.  Our susceptibility to drought, our natural assets such as the Great Barrier 
Reef and the proximity of our urban settlements to coastal regions mean the impacts are 
potentially significant for Australia. 
                                                     
1 Intergovernmental Panel on Climate Change, Climate Change 2007: The Physical Science Basis.  Contribution of 
Working Group I to the Fourth Assessment Report of the Intergovernmental Panel on Climate Change, 2007. 
2 ppm (parts per million) is the ratio of the number of greenhouse gas molecules to the total number of molecules of dry air.   
3 Intergovernmental Panel on Climate Change, Climate change 2007: Mitigation.  Contribution of Working group III to the Fourth 
Assessment Report of the Intergovernmental Panel on Climate Change, 2007.   
4 International Energy Agency, World Energy Outlook 2006, p. 41.   
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Some impacts of climate change on Australia are already observable.  Further change is 
inevitable, although the long term degree of change is uncertain and dependent on progress 
towards a global solution to greenhouse gas emissions.  Projected changes in rainfall, sea level 
rises and more extreme weather affect the security of our water resources, agricultural systems, 
energy infrastructure and settlements, natural ecosystems and public health.  Even if the world 
significantly reduces greenhouse gas emissions, the lag in the climate system means that we are 
likely to face decades of climate change due to the emissions already in the atmosphere. 
These potential impacts underline the importance of seeking an effective global solution and 
taking a strategic approach to adaptation (see Chapter 4 for further detail). 
1.2 Preparing Australia’s economy for a carbon-constrained future 
Australia depends more on fossil fuels for its wealth generation and power supply than most 
developed countries.  Australian industry and householders benefit from low cost, reliable energy, 
which contributes significantly to our living standards and international competitiveness.  We also 
rely on our agricultural production and exports. 
Australia is well endowed with energy and minerals resources.  Australia’s current energy mix in 
the power generation sector reflects this endowment, and is heavily weighted towards fossil fuels, 
especially coal and natural gas.  Australia is also a major exporter of energy intensive products.  
We are the world's largest producer and exporter of alumina and the world's third largest exporter 
of aluminium.  Agriculture accounts for 16 per cent of exports (Figure 1.1). 
Energy commodity exports are also an important part of Australia’s economic strength, 
accounting for around $38 billion,5 or 28 per cent of commodity exports by value, in 2006-07 on a 
balance of payments basis.  Australia is a major player in global energy markets, with significant 
resources of coal, natural gas, uranium and, to a lesser extent, oil.  Australia is currently the 
world's largest coal exporter, the second largest uranium producer and fifth largest global 
liquefied natural gas (LNG) exporter. 
To meet the needs of a carbon constrained future, the structure of our economy will need to 
adjust and the technologies that we rely on to make best use of our resource endowment will 
need to change.  These changes will take time. 
                                                     
5 Australian Bureau of Agricultural and Resource Economics, Australian Commodities, June 2007. 
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Figure 1.1 Composition of Australia’s exports compared with OECD average 
 
Source: World Trade Organization, 2007 
Australia has a strategic and economic interest in supplying global energy demand 
Global demand for energy is soaring in conjunction with economic growth.  The IEA projects that 
the world’s energy needs will expand by over 50 per cent between 2004 and 2030.6  Fossil fuels 
are expected to dominate energy supply, accounting for over 80 per cent of primary energy 
demand in 2030. Demand for natural gas (including LNG) is predicted to grow at 2 per cent per 
year to 2030, increasing its global market share from its current level of 21 per cent to 23 per cent 
in 2030.  Demand for uranium will also be strong. 
As one of only a few net exporters of energy in the developed world, Australia has both a 
strategic and economic interest in remaining a major supplier of energy and resources. 
                                                     
6 International Energy Agency, World Energy Outlook 2006, p. 66. 
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New opportunities will also emerge 
Australia also has a high endowment of natural assets expected to be important in a carbon 
constrained world.  These include high-quality geological and biological sequestration sites and 
abundant renewable energy resources, including geothermal energy opportunities.  Australia has 
38 per cent of the world’s low-cost reserves of uranium.7 
1.3 The problem is global – Australia cannot solve it alone 
Australia will contribute to addressing global climate change, but it cannot solve the problem 
alone.  Climate change is a global problem because the projected climatic impacts of further 
emissions are unrelated to their source.  Australia’s emissions currently account for 1.5 per cent 
of global emissions.  On current projections, by 2050 Australia’s emissions could fall to 1 per cent 
of global emissions.  At present, Australia’s annual greenhouse gas emissions constitute less 
than the United States and China each emit in a month. 
1.4 The Australian Government’s Climate Change Policy 
Against this global backdrop, the ultimate objectives of the Australian Government’s Climate 
Change Policy are: 
• To contribute to achieving global reductions in emissions that will avoid dangerous climate 
change; and 
• To maintain the strength of Australia’s economy by: 
- providing competitive, clean, low emission and affordable energy to Australian households and 
businesses; 
- remaining a major supplier of energy and resources to international markets; and 
- preparing for the impacts of unavoidable climate change. 
Australia’s Climate Change Policy therefore embraces: 
1. reducing domestic emissions at least economic cost; 
2. developing key low emissions technologies, improving energy efficiency and supporting 
households and communities to reduce emissions; 
                                                     
7 Uranium Mining, Processing and Nuclear Energy Review Taskforce Uranium Mining, Processing and Nuclear Energy — 
Opportunities for Australia?,  December 2006, p. 22.  
 
CHAPTER 1 - AUSTRALIA’S CLIMATE CHANGE POLICY IN A GLOBAL CONTEXT 
July 2007 5 
3. supporting world class climate science and adapting to the impacts of unavoidable climate 
change; and 
4. pursuing effective international responses to climate change that involve all major emitters, 
and that reflect our domestic policies. 
 6 July 2007 
CHAPTER 2: REDUCING DOMESTIC EMISSIONS AT LEAST COST 
Australia is on track to achieve the target of an average of 108 per cent of 1990 level of emissions over 
the period 2008-12.  Governments, industry and others have invested heavily to achieve this outcome.  
Some of these contributions, such as reduced land clearing, cannot be repeated. 
Regardless of our achievements, the Government understands that Australia and the world are facing 
the challenge of an increasingly carbon-constrained future. 
The Australian Government will set a long term aspirational goal for reducing our national emissions in 
2008 and introduce emissions trading, no later than 2012, as the key means to achieve that goal.  This 
will enhance investment certainty and contribute to international efforts to develop a consensus on a 
global aspirational emissions goal. 
2.1 Australia’s commitment to 108 per cent of 1990 emissions 
Australia is tracking well towards its target of 108 per cent of 1990 emissions by 2008-2012.  The 
latest available data indicate that in 2005 Australia’s net emissions were just 2 per cent higher 
than those in 1990, despite the fact that the Australian economy expanded by 61 per cent over 
this period.  Actions taken by Australian governments, industry and the community, along with 
reductions in land clearing, mean that Australia is projected to save 87 million tonnes of 
greenhouse gas emissions a year by 2010.  Without such action, it is estimated that emissions 
would have reached 125 per cent of 1990 levels by 2010. 
The Australian economy has grown substantially in the last decade and a half.  However, our 
emissions have not grown at the same rate.  The greenhouse gas emissions intensity of the 
Australian economy, expressed as emissions per dollar of GDP, declined by 36.7 per cent over 
the period 1990 to 2005.8  Our emissions per capita fell by 14.4 per cent over the same period.9  
Australia’s record to date represents a solid basis on which to build our future efforts. 
2.2 A long term aspirational emissions goal for Australia 
The Government will set a long term aspirational goal for reducing greenhouse gas emissions 
in 2008, following detailed, careful economic analysis. 
                                                     
8 Australian Greenhouse Office, National Greenhouse Gas Inventory 2005, 2007, p. 1. 
9 ibid. 
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A long term aspirational emissions goal (over at least 30–40 years), and the policy framework 
that underpins it, will provide a clear signal to Australian investors and households about the 
scale of the challenge ahead.  Over time, the emissions goal will provide an important incentive 
to accelerate the technological innovations necessary to prepare the Australian economy for 
carbon constraints. 
Pursuing substantial and sustained reduction of emissions will inevitably impose additional costs 
on the Australian economy.  Firms and households will face higher energy and fuel prices.  
Economic growth may be slower.  But this does not mean that households and firms will be 
worse off than they are today.  Responsible management, avoiding unnecessary pitfalls, cost 
savings through energy efficiency and the emergence of low emissions technologies will ensure 
that strong overall growth and rising incomes can be maintained.  Increases in energy and fuel 
costs will be managed carefully so that they are no higher than necessary to achieve the long 
term goal. 
To manage costs, the Government will give careful consideration to an emissions reduction 
trajectory that is likely to progressively stabilise and then result in deeper reductions over time. 
The Government recognises that a staged approach, with a gradually accelerating pace of 
emissions reductions, will help constrain costs and give business time to adjust to the carbon 
price signal.  Attempting a transition to a lower carbon economy too quickly will risk significant 
economic dislocation.  Moving too slowly, on the other hand, will risk being under-prepared for 
future carbon constraints–a rising forward carbon price curve is needed to drive development and 
take up of low emissions technologies. 
2.3 An emissions trading system 
The Government will introduce an emissions trading system as the primary mechanism for 
achieving our long term emissions goal. 
A well-designed emissions trading scheme will help to reduce emissions at least economic cost.  
As a mechanism to establish and appropriately manage a forward price for greenhouse gas 
emissions, trading will reduce uncertainty, improve the investment environment, and strengthen 
the incentives for low emissions technology development and deployment.  It will provide new 
economic opportunities, and opportunities to influence the international climate change agenda. 
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2.4 Key features of the emissions trading system 
The Government endorses the key design features of the emissions trading system set out in the 
report of the Prime Ministerial Task Group on Emissions Trading.  Work on a detailed system will 
begin immediately (see also Appendix A).  Implementation of the system will be pursued 
carefully, in consultation with all stakeholders, to avoid the mistakes experienced elsewhere. 
2.5 Setting Australia’s long term aspirational emissions goal 
The Government will model the economic impacts of various targets carefully before selecting a 
long term goal for emissions reductions.  This analysis will acknowledge that the costs of 
reducing emissions over time will be contingent on four main factors: 
• the trajectory of emissions reductions below business as usual levels; 
• the flexibility of the Australian economy, consumers and firms to respond to price signals; 
• the availability and take up of energy efficiency options and low emissions technologies at 
different prices, and over time; and 
• the extent of action taken by other countries. 
Assessing the likely interplay of these factors is complex and will require rigorous economic 
modelling and analysis.  Setting the long term goal will need to take into account projections for 
economic and population growth, projected demand for energy and traded goods, potential 
abatement options across sectors, possible technology pathways and international developments 
particularly projected demand for coal and other energy commodities.  It will also take into 
account any developments around a global consensus on a long term global emissions reduction 
goal. 
The work will need to examine potential economy-wide impacts and sectoral and distributional 
implications. 
The Government will establish, within the Australian Treasury, a capacity to advise the 
Government on the macroeconomic, sectoral and distributional implications for Australia of 
reducing greenhouse gas emissions. 
Treasury will examine the effects of different abatement targets over selected time periods.  
The analysis will use a range of available Australian economic models. 
Treasury will model the effects on key economic indicators including growth, employment, 
income, and prices (particularly electricity prices) as well as the impact on different sectors of 
the economy, with particular regard to the impact on households. 
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The Australian Treasury will also provide the economic analysis and modelling required to set 
emissions goals for the short and long term, and assist with detailed design work and 
implementation. 
2.6 Implementing emissions trading 
The Government will deliver responsible climate change policy for Australia.  The Australian 
Emissions Trading System (AETS) will be world class.  It will be comprehensive, rigorously 
grounded in economics and governed responsibly and effectively. 
Introduction of emissions trading in Australia constitutes fundamental economic reform.  It is an 
action with broad reaching implications across the economy and for Australian society.  A whole 
of government approach is essential to responsible implementation. 
The Department of the Prime Minister and Cabinet will lead and coordinate implementation of 
emissions trading. 
The Government will consult domestically and internationally with stakeholders, including through 
a formal consultation process with business stakeholders, to ensure that the final design of the 
emissions trading system meets Australia’s specific needs and is consistent with efforts to 
support progress towards an effective global response to climate change. 
The need for streamlining government policies 
Emissions trading represents a fundamental shift in the way that greenhouse gases are 
managed.  Such a system will reduce greenhouse gas emissions at least cost to households, 
businesses and the economy.  To achieve this goal, the Government will be seeking to phase out 
less efficient abatement policies, and any policies that will interfere with the carbon price signal 
arising from emissions trading.  All levels of government will need to rationalise existing 
measures. 
The Australian Government will review all greenhouse programmes in 2008 to ensure that 
they are complementary to the emissions trading system. 
Business has raised concerns about the costs and inefficiencies associated with the multiplicity of 
climate change mitigation and technology support initiatives particularly at the state, territory and 
local government level. 
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The Government believes that all technologies should compete on equal terms.  Attempts to 
prevent use of particular fuels or technologies, or ‘pick winners’ by favouring the deployment of 
particular technologies over others, will increase the costs of meeting an emissions goal.  The 
Australian Government will seek the agreement of the State and Territory Governments to 
prevent new technology-specific mandatory schemes being introduced or existing schemes 
extended.  Similarly, the Australian Government will seek to rationalise the growing number of 
duplicative and overlapping programmes including mandatory energy efficiency programmes. 
Getting started 
The ability to monitor, report and verify businesses’ emissions data will be essential for 
maintaining the environmental and financial integrity of the trading system. 
As a first step, there is a need for robust and transparent emissions measurement and reporting 
by participants in the AETS, or other entities that intend to provide offsets.  While relatively good 
but dispersed energy and greenhouse data collections exist in Australia, a new high quality and 
‘fit-for-purpose’ monitoring, reporting and verification system will be required.  The reporting 
system will be developed and implemented by the Australian Government to ensure it aligns with 
the AETS. 
The system will provide a single streamlined national reporting point for greenhouse gas 
emissions and energy data for all programmes, across jurisdictions.  The Australian Government 
will seek the agreement of all levels of government to use this system for their programme and 
information needs to minimise the red tape reporting burden on business. 
The Government will introduce Commonwealth legislation to provide for comprehensive, 
robust and streamlined national mandatory emissions and energy reporting in 2007. 
The Government is keen to ensure incentives to achieve abatement are maximised in the lead up 
to emissions trading.  The Government will move early to establish the information base on which 
free permits will be allocated, and establish approaches to ensure abatement actions in the lead 
up to emissions trading do not disadvantage firms in allocating permits. 
Offsets play a potentially important role in an emissions trading system, in particular for the 
agriculture and land-based sectors.  At the global level, the recognition of offsets created in 
developing countries can be an effective way of promoting their involvement.  Domestically, 
offsets can reduce the cost of meeting any given emissions constraint. 
CHAPTER 2 - REDUCING DOMESTIC EMISSIONS AT LEAST COST 
July 2007 11 
The Government will consider incentives for abatement action taken prior to commencement 
of the scheme. 
The Government will also develop standards for robust and transparent offsets to be 
accredited for use in the Australian Emissions Trading System. 
The Government will consider making this single robust standard available to the private 
sector for use in the voluntary carbon market.  In the meantime, purchasers of carbon neutral 
products and other offsets should be wary of products that are not accredited by a reputable 
source. 
A single national regulator 
Recognising that the introduction of a price on carbon is essentially an economic issue, the 
long term responsibility for emissions trading will rest with the Australian Treasury. 
The emissions trading system will be administered through a single national regulator in the 
Treasury portfolio, and will be based on unitary national legislation.  The Government will provide 
clear, national governance for the system. 
Building new linkages on emissions trading 
As one of the first Asia Pacific economies to embrace emissions trading, Australia will be well 
positioned to establish itself as the regional hub for a carbon market.  Underpinning such an 
ambition is the fact that Australia is already one of the region’s most developed capital markets, 
with the second largest stock market in Asia, and the seventh largest foreign exchange market in 
the world.  As an Australian scheme begins to take shape, the Australian Government will begin 
discussions with other nations which are developing or contemplating complementary emissions 
trading regimes, and which share Australia’s broad approach to climate change.  In the first 
instance, such dialogue will include discussions with Canada and New Zealand.  The 
Government has announced joint work with New Zealand on emissions trading design issues, 
especially those surrounding the treatment of agriculture forestry and offsets. 
Australia will also be well-placed to participate in the broader global debate on emissions trading.  
The Australian scheme will be designed to maximise the prospect of linkages with other 
schemes, and with policy-based arrangements such as offsets, where offshore emissions-
reducing activities could be counted by Australian firms in determining their net emissions. 
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The Australian Greenhouse Office 
In 1997 the Government announced the world’s first dedicated government climate change 
organisation, called the Australian Greenhouse Office (AGO).  The AGO will, inter alia, continue 
to fulfil specific national obligations under the United Nations Framework Convention on Climate 
Change such as providing National Greenhouse Gas Inventory.  It will monitor progress on the 
Government’s current emissions target of an average of 108 per cent of 1990 levels over the 
period 2008 to 2012.  It will continue to work with other government agencies in implementing a 
range of climate change policies and programmes. 
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CHAPTER 3: DEVELOPING KEY LOW EMISSIONS 
TECHNOLOGIES, IMPROVING ENERGY EFFICIENCY 
AND SUPPORTING HOUSEHOLDS AND 
COMMUNITIES 
The Government recognises that, while an emissions trading system will be central to the domestic 
emissions reduction framework, other important policies are needed to effectively reduce emissions. 
The Australian Government will invest in research and development of strategically important low 
emissions technologies for Australia.  The Government recognises that everybody has a role to play in 
improving energy efficiency and reducing emissions, and will support and enable intensified energy 
efficiency efforts by government agencies, businesses and households. 
3.1 Ongoing investment in key low emissions technologies 
Large scale reductions in future emissions at reasonable cost will require significant 
breakthroughs in low emissions technologies, particularly for energy generation but also for 
resource extraction, transport, industrial processes, agriculture, waste and land management. 
In its 2004 Energy White Paper, the Government identified strategically important low emissions 
technologies that could position Australia as a global market leader.  Given Australia’s resource 
endowment–with its abundant reserves of coal, gas, solar energy resources, geothermal potential 
and uranium–advanced brown coal technologies like coal drying, carbon capture and storage, 
solar technologies and geothermal (hot dry rocks) have emerged as strategic priorities. 
The 2006 Uranium Mining, Processing and Nuclear Energy Review recognised that Australia’s 
demand for electricity will more than double before 2050, and that additional electricity generation 
capacity would need to utilise low and near-zero emissions technologies.  As Australia holds 
substantial uranium reserves and produces uranium, the Review considered that nuclear power 
could be a practical option for part of Australia’s electricity production. 
Over the past decade, Australian Government programmes and policies have supported or 
generated investments in renewable energy in excess of $3.5 billion.  The Government also 
committed $500 million to the Low Emissions Technology Demonstration Fund in 2004 and has 
selected six projects that will generate total investment of $3 billion (see Box 3.1). 
Significant investments in research and development into low emissions technologies have been 
made through programmes under the $5.3 billion Backing Australia’s Ability – Building our Future 
through Science and Innovation, including: the CSIRO’s Energy Transformed National Research 
Flagship; seven Cooperative Research Centres focusing on mining and energy; and $22.2 million 
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towards two Australian Research Council Centres of Excellence.  Over the ten years to 2010-11, 
support to science and innovation through Backing Australia’s Ability will total $8.3 billion. 
Public benefit and value for money will underpin the Government’s investments in research, 
development and demonstration of low emissions technologies.   A well designed emissions 
trading system, with a rising forward carbon price, will also provide significant further incentives. 
Box 3.1: The Low Emissions Technology Demonstration Fund 
The Low Emissions Technology Demonstration Fund (LETDF) is an Australian Government 
initiative announced as part of the 2004 Energy White Paper, Securing Australia’s Energy 
Future.  The programme supports industry-led projects to demonstrate technologies with the 
potential to deliver large-scale greenhouse gas emission reductions in the energy sector.  To 
date, six projects have been supported, with total government funding of $410 million and 
approximately $2.6 billion leveraged from other sources. 
The six projects are: 
• $50 million to International Power for its Hazelwood 2030: A Clean Coal Future project.  
Drying brown coal is critical to reducing the emissions profile from electricity generation.  
This pilot project will dry brown coal and capture and store post-combustion carbon 
dioxide at a rate of 25 tonnes per day. 
• up to $75 million to Solar Systems Australia for its Large Scale Solar Concentrator 
project.  This grant will fund the construction of the largest and most efficient photovoltaic 
solar power station in the world using new Heliostat Concentrator Photovoltaic technology 
which can produce 1,500 times more electricity per unit area than conventional solar 
panels.  Following successful large-scale demonstration of its solar technology, Solar 
Systems intends to commercialise the technology through the Asia Pacific Partnership on 
Clean Development and Climate initiative. 
• $75 million to Fairview Power for its Zero Carbon from Coal Seams project.  This project 
will result in a reduction of one-third of the Injune power plant’s carbon dioxide emissions 
by burning methane and sequestering a third of the carbon dioxide emissions into an un-
mineable coal seam. 
• $50 million to CS Energy for its Callide A Oxy-fuel Demonstration project.  This world-first 
Oxy-Fuel Demonstration Project will retrofit a set of new technologies into the existing 
Callide coal-fired power station to capture exhaust gases with a high concentration of 
carbon dioxide and store it underground. 
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• $60 million to Chevron for its Gorgon CO2 Injection project.  This project will separate and 
capture carbon dioxide from natural gas production and inject it deep underground into a 
saline aquifer.  The project will capture and store up to 3 million tonnes of carbon dioxide 
a year, making it the largest geosequestration project in the world. 
• $100 million to HRL Developments for its integrated drying gasification combined cycle 
project.  HRL's clean coal technology has the potential to substantially reduce 
greenhouse gas emissions generated by coal-fired power stations.  It will produce power 
with 30 per cent lower carbon dioxide emissions and half the water consumption of 
conventional brown coal power plants. 
International cooperation on low emissions technologies 
Australia will continue participating in international low emissions technology forums. 
• The Carbon Sequestration Leadership Forum, an international initiative focused on cost-
effective technologies for the separation, capture, transport and storage of carbon dioxide. 
• The 20 nation Methane to Markets Partnership, which advances cost-effective, near-term 
methane recovery and use as a clean energy source. 
• The Renewable Energy and Energy Efficiency Partnership, an international policy forum for 
governments, the private sector, development banks and non-governmental organisations. 
• The International Partnership for the Hydrogen Economy (IPHE), which coordinates 
multinational research, development and deployment programs related to hydrogen and fuel 
cell technologies. 
Recognising the role that nuclear power could potentially play in reducing greenhouse gas 
emissions, Australia will work with key countries in the Generation IV International Forum to 
develop advanced technologies that minimise the production of waste and the risk of 
proliferation. 
See also Chapter 5 for examples of Australia’s cooperative international approach, including 
through the Asia Pacific Partnership on Clean Development and Climate. 
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Improving technology and capacity in agriculture and land use 
Reductions in greenhouse gas emissions from land systems (land clearing, forest and vegetation 
plantings, and agricultural production) are contributing significantly to Australia meeting its 108 
per cent emissions target.  These are underpinned by Australia’s capability in measuring 
emissions and carbon sinks through its national inventory system.  Commercial forestry 
plantations and carbon sink forests are given concessional taxation treatment. 
The Government will continue to: 
• strengthen Australia’s ability to measure emissions from agriculture and land use; 
• improve international and national accounting methodologies in areas such as harvested 
wood products and avoided deforestation; and 
• advance research, development and analysis on new technologies and land 
management strategies. 
3.2 Supporting energy efficiency 
Energy efficiency is an important way to reduce greenhouse gas emissions cheaply.  Demand for 
electricity in Australia is expected to more than double by 2050.  Improvements in energy 
efficiency have the potential to lower that projected growth, and avoid greenhouse gas emissions.  
They can also deliver a net financial gain for firms and consumers.  The scale of these savings, 
both in emissions and outlays, is often underestimated.  For example, in June 2007 the IEA 
published energy efficiency recommendations which, if adopted globally by 2030, would save 
5,700 million tonnes of CO2 – the equivalent of the United States total emissions in 2004.10  
Energy consumed by appliances and equipment is a major source of greenhouse gas emissions.  
The vehicles we drive, our home entertainment equipment, lights, hot water systems and the 
buildings we live and work in all are responsible for emitting greenhouse gases. 
The Government’s ‘Minimum Energy Performance Standards and Labelling Programme’ (MEPS) 
ensures consumers have good information on the energy and greenhouse implications of 
products.  As a result of MEPS, the average Australian refrigerator now uses less than a third of 
the electrical energy it used 20 years ago, despite growing in size and features.  By 2020, MEPS 
will deliver economic benefits of approximately $4.8 billion and abate over 200 million tonnes of 
greenhouse gas emissions. 
                                                     
10 International Energy Agency, Energy Efficiency Policy Recommendations to the G8 2007 Summit, Heiligendamm, June 2007 p. 
2. 
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The MEPS programme is one of the main success stories of the National Framework for Energy 
Efficiency (NFEE).  The NFEE was developed cooperatively across jurisdictions and covers a 
range of policy measures, designed to overcome market barriers to energy efficiency.  In addition 
to major benefits from appliances and equipment, the NFEE has also delivered cost effective 
savings in buildings and in the industrial sector.  For the first time in 2006, the Building Code of 
Australia included energy efficiency performance requirements for all new buildings in Australia. 
The Government is also working with large energy users to improve their energy efficiency.  
Under the Energy Efficiency Opportunities programme, which commenced in 2006, the largest 
energy consuming companies in Australia will be required to analyse and publicly report on 
opportunities to be more productive while saving energy and greenhouse gas emissions.  
Participants in the programme account for 60 per cent of Australia’s business energy usage. 
Box 3.2: Energy Efficiency in Government Operations 
The Australian Government's Energy Efficiency in Government Operations (EEGO) policy 
establishes targets and practices to improve the energy efficiency of government operations.  
The policy enhances previous efforts which delivered 36,596 tonnes of greenhouse gas 
abatement and more than $15 million in energy savings across the Australian Government. 
A key feature of the new EEGO policy is the introduction of Green Lease Schedules (GLS).  
These leases ensure that not only are buildings designed to be environmentally efficient, but 
there is regular monitoring to ensure these buildings deliver real savings. 
In recent years, a number of Australian Government office buildings have demonstrated what 
can be achieved with commitment, good design and ongoing monitoring. 
• The recently opened Department of the Prime Minister and Cabinet building in Canberra 
includes a GLS to achieve a Australian Building Greenhouse Rating (ABGR) performance 
of 4.5 stars through lighting, heating and cooling control systems, ventilation, use of 
natural light and rain water for gardens and toilets. 
• The Department of Health’s refurbished Scarborough House achieved a 4.5 star AGBR 
after 12 months by using high-performance glazing, low-energy lighting system, low-
temperature floor-by-floor variable air volume systems and a high-efficiency screw chiller. 
• The Department of Industry, Tourism and Resources building has a 4.5 star ABGR rating 
through a number of energy efficiency and sustainable building features, such as rain 
water for toilets and irrigation, solar boosted hot water, energy efficient lighting, above 
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Box 3.2: Energy Efficiency in Government Operations 
ground naturally ventilated parking, double glazing and window blinds with reflective 
surfaces. 
• The Australian Customs Service has a 4.5 star GLS at its Melbourne Docklands building 
incorporating black water treatment, 160 lux general lighting level, solar supplements for 
domestic hot water and a waste recycling strategy.  The building has been awarded a 5 
star Greenstar design rating and the Docklands Authority Environmental Sustainable 
Development Award of Merit. 
The GLS has also been a catalyst for commercial office market transformation.  Private 
sector property trusts, superannuation funds and large corporations for both private and 
public sector lease agreements are now considering green leases as a way to protect their 
investment in environmentally advanced buildings and ensure good asset management. 
3.3 Helping households and communities to conserve energy 
Introducing an AETS will lead to higher fuel and energy costs for households, community 
facilities, and small businesses.  These costs will help change behaviour, especially the 
conserving of energy.  The Government’s Small Business and Household Climate Change Action 
initiative, announced in March 2007, will inform households and small business about climate 
change and how to become more energy efficient.  Households and small businesses will be able 
to calculate their emissions online and offset them through the Government’s Greenhouse 
Friendly programme.  The introduction of ‘smart meters’ (which show users their energy use and 
costs in real time) already underway in Australia as part of COAG energy market reform, will also 
assist households.  Under the $75 million Solar Cities programme announced in 2004 (see Box 
3.3) sponsored communities will save more than $9 million in electricity bills and reduce 
greenhouse emissions by more than 76,000 tonnes each year.  In addition, under the 
Government’s $202 million Photovoltaic Rebate Programme, 25,500 solar electric systems will be 
installed in households and community buildings. 
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Box 3.3: Solar Cities 
The Australian Government is providing $75 million to support Solar Cities trials in key urban 
centres.  To date, four Solar Cities trials have been announced:  
• Adelaide, led by Origin Energy;  
• Townsville, led by Ergon Energy;  
• Blacktown, led by BP Solar; and 
• Alice Springs, led by Alice Springs Town Council. 
Practical benefits to these communities include 3,250 solar photovoltaic panels, 3,400 solar 
hot water systems, 6,850 energy efficiency consultations, 70,000 energy efficiency packs and 
13,900 smart meters to provide real-time information on energy generation and uses. 
Solar Cities will provide annual savings of more than $9 million in electricity bills and reduce 
greenhouse emissions by more than 76,000 tonnes each year. 
These world-first trials will demonstrate how decentralised energy systems can deliver 
savings to households and business and reduce greenhouse gas emissions. 
Transport emissions 
The Government recognises the importance of reducing greenhouse gas emissions from 
transport, which currently comprise around 14 per cent of Australia’s total emissions.  By bringing 
transport fuels into the Australian emissions trading system, consumers will be given greater 
incentive to improve the energy efficiency of their transport choices.  
The Government is working jointly with States to develop advice on vehicle fuel efficiency 
initiatives.  It will introduce Euro 4 and Euro 5 emissions standards for vehicle engines.  A 
National Average Fuel Consumption Target for new passenger motor vehicles has been agreed 
between the Commonwealth and the automotive industry.  The Government will also ensure that 
consumers have good information about fuel efficiency through vehicle labeling requirements and 
the Green Vehicle Guide.11  The Green Vehicle Guide provides ratings on the environmental 
performance of new vehicles sold in Australia.  
                                                     
11 <www.greenvehicleguide.gov.au> 
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CHAPTER 4: SUPPORTING WORLD CLASS SCIENCE AND 
ADAPTING TO THE IMPACTS OF CLIMATE CHANGE 
Even if the growth in global greenhouse gas emissions stopped tomorrow, the carbon dioxide already in 
the atmosphere means that climate change is likely to continue.  Having a high quality scientific 
understanding of the contributing influences and mechanisms of climate change enables Australia to be 
better prepared for climate change, and to better respond to its impacts. 
4.1 Continued contribution to world class climate science 
Australia is recognised internationally for the quality of its climate change science.  The 
Australian Government spends about $60 million per year on funding for fundamental climate 
change science and applied climate science.  The funding supports a broad range of greenhouse 
science research activities that facilitate a better understanding of global and regional climate 
change and potential impacts on Australia’s natural and managed systems. 
A leading example is the Australian Climate Change Science Programme, which involves around 
$14 million expenditure to better understand climate drivers, extreme events and regional climate 
change projections.  As a result, Australia has established a world-leading position in several key 
science topics and is the leader in southern hemisphere climate science. 
Australian Government organisations that contribute to research on science and adaptation 
include: CSIRO; the Bureau of Meteorology; Rural Development Corporations; the Australian 
Bureau of Agricultural and Resource Economics; the Australian Institute of Marine Science and 
the Australian Nuclear Science and Technology Organisation. 
The Government committed $44 million in the 2007-08 Budget to a new National Climate 
Adaptation Flagship that will provide more information on local climate change. 
This new flagship will build upon and enhance Australia’s current climate change science and 
projection capability, with a focus on providing the information about climate change impacts 
needed to inform adaptation responses. 
One of the main areas of work for the National Climate Adaptation Flagship will be the 
development, with the Bureau of Meteorology, of the Australian Community Climate and Earth 
System Simulator (ACCESS) which will integrate climate and water knowledge. 
Australia also contributes significantly to international understanding of climate change science 
and economic modelling.  For example, Australian scientists and economists participate as lead 
authors in the Intergovernmental Panel on Climate Change. 
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4.2 Preparing for the impacts of climate change 
While Australia cannot control the climate, we can manage and plan our response to its changes.  
Changes to planning and risk management can help us to be prepared.  Substantial progress has 
already been made.  The first comprehensive national assessment of the economic, social and 
environmental risks and vulnerabilities of sectors and regions to the impacts of climate change 
has been completed with its findings used to develop the COAG National Adaptation Framework, 
announced in April 2007. 
The National Adaptation Framework will provide the basis for action on adaptation over the next 
five to seven years.  The framework includes possible actions to assist the most vulnerable 
sectors and regions (agriculture, fisheries, forestry, coastal settlements, infrastructure and 
tourism) adapt to unavoidable climate change. 
Research partnerships in highly vulnerable regions such as the Great Barrier Reef, the Murray-
Darling Basin and the south-west of Western Australia have been developed and some analysis 
has already been completed on the impacts of climate change for standard setting such as 
building codes, dam safety and engineering and tolerance in infrastructure. 
The Australian Government will provide funding of $126 million over five years for a new 
Australian Centre for Climate Change Adaptation and activities consistent with the National 
Adaptation Framework agreed by COAG. 
The Australian Centre for Climate Change Adaptation will draw on the full range of Australian 
scientific expertise necessary to plan for adaptation.  It will provide practical, accessible 
information about how climate change will affect human and natural systems, for use by policy 
makers and planners. 
The Australian Centre for Climate Change Adaptation will assist affected sectors and regions, 
planning bodies, farmers, businesses and local governments to understand better the impacts of 
climate change and to develop targeted response strategies.  The Centre will draw upon the 
COAG National Adaptation Framework as a basis for its work.  The new Australian Centre for 
Climate Change Adaptation will commission scientific and research work, including from the new 
National Adaptation Flagship (see above) to develop tangible responses to climate change. 
Over time, the challenge of water security is likely to be exacerbated by climate change as parts 
of Australia are expected to become hotter and drier.  This is expected to be Australia’s most 
significant adaptation challenge.  On 25 January 2007, the Prime Minister announced the 
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National Plan for Water Security, to improve water efficiency and to address the over-allocation of 
water in rural Australia, particularly in the Murray-Darling Basin. 
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CHAPTER 5: PURSUING EFFECTIVE INTERNATIONAL 
RESPONSES TO CLIMATE CHANGE 
Together with domestic action, Australia’s concerted international engagement will maximise Australia’s 
contribution to global action.  We will pursue an effective international framework through all available 
avenues, including the United Nations Framework Convention on Climate Change. 
5.1 Principles of effective international responses 
Australia will pursue an effective global response to stabilise greenhouse gas emissions at 
concentrations that will avoid dangerous levels of climate change.  An effective international 
framework will remain the centrepiece of Australia’s international climate change strategy. 
In Australia’s view, an environmentally robust and effective international response framework 
should be based on the following three principles: 
• It must include all major emitters; 
• It must take account of differing national circumstances; and 
• It must be flexible enough to recognise and facilitate a range of policies to reduce emissions 
including market based approaches such as emissions trading, and measures to develop 
new technologies and promote energy efficiency measures. 
Principle 1: Must include all major emitters 
An effective international framework must include all major emitters.  A constraint on future 
emissions from developing nations is an essential objective of any genuine solution to climate 
change.  An effective international framework must, however, also actively support the legitimate 
aspirations of the peoples of developing nations to reduce poverty and build living standards.  
Developing countries (‘Non-Annex I’) already emit more greenhouse gases than developed 
nations; their share of global emissions is increasing (Figure 5.1).  On current projections, by 
2030, CO2 emissions from developing countries (26 billion metric tonnes) will exceed those from 
OECD countries (17 billion metric tonnes) by 53 per cent.12 
                                                     
12 Energy Information Administration, International Energy Outlook 2007, 2007, p. 73. 
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Principle 2: Take account of national circumstances 
An effective framework must be practical and flexible enough to account for differences in 
national interests and circumstances.  The approach suitable to post-industrial western Europe 
may not be appropriate to rapidly industrialising nations such as China, India and Brazil.  What 
works in Australia’s case may not be appropriate in other countries.  Nations with different 
economic and political structures will invariably choose different policy paths.  Differences in 
stage of development, economic growth rates, demography and natural resource endowment 
should all be accommodated. 
Figure 5.1 World emissions 2004 
 
Source: Intergovernmental Panel on Climate Change, 2007 
Principle 3: A flexible approach 
There is a range of policy measures that nations can adopt and deploy to reduce greenhouse gas 
emissions.  An effective international framework must recognise and harness this diversity, rather 
than prescribe or favour certain approaches.  The framework should also facilitate cooperation 
between nations across a range of actions with climate-friendly outcomes.  Such cooperation 
could include the incremental development of emissions trading markets amongst nations with 
similar policy approaches. 
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Other approaches could build on existing cooperation where Australia has taken a leadership 
role.  By June 2007, the Asia Pacific Partnership on Clean Development and Climate has already 
endorsed more than 90 practical clean technology projects aimed at reducing greenhouse gas 
emissions.  The Global Initiative on Forests and Climate, launched by Australia in March 2007, is 
another example of how nations, developed and developing, are pioneering new and innovative 
ways to tackle emissions.  Bilateral efforts, like Australia’s deepening cooperation with China on 
clean coal technology, are also focused on encouraging practical solutions and entrepreneurship 
that will lead to lasting cleaner energy solutions. 
5.2 A common international goal 
Australia supports efforts to work towards a global consensus on a long term global aspirational 
goal for the stabilisation and reduction of greenhouse gas emissions.  The Government will work 
actively with international partners, including major emitters, to this end.  Such a goal should: 
• be informed by science and support the objective of avoiding dangerous climate change; 
• be ambitious but achievable; and 
• be supported by the majority of nations, including all major emitters. 
Importantly it will be a common goal, not necessarily a common approach.  The key to a 
comprehensive global solution is to provide nations with the scope and flexibility to adopt a range 
of policies to constrain their emissions. 
5.3 Pursuit of an effective global framework 
Australia supports calls for progress towards a new global framework through all available 
avenues, including the United Nations Framework Convention on Climate Change. 
Australia has proposed that APEC Leaders discuss future climate change action at the APEC 
Leaders Meeting in Sydney in September 2007.  The Prime Minister has appointed the Secretary 
of the Department of Foreign Affairs and Trade, Mr Michael L’Estrange, as a Special Envoy to 
build support and regional consensus on key issues.  The chair of the APEC Business Advisory 
Council, Australian businessperson Mr Mark Johnson, will work with the regional business 
community to ensure its views are reflected appropriately in the outcome. 
The Government will use the APEC Leaders Meeting in Sydney in September 2007, as well 
as other international forums in which we participate, to build consensus on an effective way 
forward for tackling global climate change, that includes a range of policy approaches. 
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Australia will work with its international partners in a range of settings and forums to build support 
for such a framework.  Australia will also participate in a meeting of the world’s major emitters 
and energy consumers to be convened by the United States.  These exchanges should help to 
frame the discussion on a future international framework at the meeting of the Conference of the 
Parties to the United Nations Framework Convention on Climate Change. to be held in Bali in 
December 2007. 
5.4 Bilateral, regional and plurilateral efforts on technology and other practical action 
International cooperation on technology and practical climate change action allows Australia to 
influence the global effort to reduce emissions and respond to the impacts of climate change.  By 
sharing our knowledge and learning from the efforts of others, such initiatives can constitute 
important building blocks for future international arrangements. 
Asia Pacific Partnership on Clean Development and Climate 
The 2006 Asia Pacific Partnership on Clean Development and Climate is a significant 
development in demonstrating practical actions to reduce greenhouse gas emissions.  The 
Partnership creates the potential for systematic and wide-ranging cooperation on low-emissions 
technologies that could contribute substantially to reducing greenhouse gas emissions. 
The Asia Pacific Partnership on Clean Development and Climate includes countries that will be 
central to any global effort to address climate change.  With the members being the United 
States, China, Japan, India, Republic of Korea and Australia, the Partnership accounts for half 
the world’s GDP, population, energy output and greenhouse emissions. The partner countries 
produce about 65 per cent of the world’s coal, 48 per cent of the world’s steel, 37 per cent of 
world’s aluminium, and 61 per cent of the world’s cement.  
The Asia Pacific Partnership on Clean Development and Climate also covers those economic 
sectors that contribute most to greenhouse gas emissions.  The eight Asia Pacific Partnership on 
Clean Development and Climate task forces cover aluminium, buildings and appliances, cement, 
cleaner fossil energy, coal mining, renewable energy and distributed generation, power 
generation and transmission, and steel. 
The Asia Pacific Partnership on Clean Development and Climate focus on practical solutions also 
means ‘real world’ international cooperation on low-carbon technologies that promote economic 
growth and sustainable development, and fully involve the private sector.  This is essential, given 
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that private businesses, rather than governments, are responsible for the majority of emissions 
and for deploying new technologies commercially. 
By June 2007, there were more than 90 Asia Pacific Partnership on Clean Development and 
Climate projects, including in cleaner fossil energy, renewable energy, greater energy efficiency 
and carbon capture and storage.  For its part, by July 2007 Australia will have committed funding 
of over $94 million to 63 projects. 
Australia held the inaugural Ministerial meeting of the Asia Pacific Partnership on Clean 
Development and Climate in Sydney in January 2006 and the next meeting, to be held in India, is 
scheduled for the second half of 2007. 
Box 5.1: Asia Pacific Partnership on Clean Development and Climate  
A major Asia Pacific Partnership on Clean Development and Climate project features the 
development, by CSIRO, and deployment of a mobile post-combustion capture pilot plant that 
can move between power stations and test the potential for carbon capture.  Australia and a 
number of other Asia Pacific Partnership on Clean Development and Climate countries are 
involved.  This technology has the potential to capture 95 per cent of CO2 emissions from 
power stations.  The plant is appealing because of its relatively low cost and applicability to 
the needs of different power stations. 
In the renewables sector, an Australian Asia Pacific Partnership on Clean Development and 
Climate grant is facilitating work between partner countries and an Australian company, Solar 
Systems, to deploy over 1 gigawatt of ultra high efficiency solar power stations across 
member countries.  Deployment of the technology will initially be in Australia, China and the 
United States.  Much of the improved efficiency of the solar concentrator technology is based 
on high performance photovoltaic cells, which were originally developed to power satellites. 
In recognition of the role that clean coal technology must play in future emissions reductions, 
another Asia Pacific Partnership on Clean Development and Climate project is examining the 
geological storage potential of Partnership economies.  This is an essential step in 
developing CO2 carbon capture and storage strategies. 
The building sector accounts for between 20 and 40 per cent of total energy use in 
Partnership countries.  In recognition of the contribution that improvements can make in this 
sector, Partnership economies are working to increase the energy efficiency of buildings and 
appliances, through better design, regulatory codes, smart technologies and incentives. 
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Global Initiative on Forests and Climate 
Deforestation is estimated to account for almost 20 per cent of man-made greenhouse gas 
emissions.  Recognising this, the Government’s Global Initiative on Forests and Climate, 
announced in March 2007, commits $200 million to reducing deforestation, supporting 
reforestation and sustainable forest management. 
The initiative will also assist the development of Australia’s emissions trading system and its 
linkages to other schemes and arrangements, including in developing countries.  In particular, the 
initiative’s focus on measures (including pilot incentive schemes) to reduce deforestation and 
promote forest sinks will be important.  Well planned and executed efforts could help prepare for 
market based approaches and build familiarity with offset credit mechanisms. 
Bilateral climate change partnerships 
Australia has concluded a number of climate action partnerships and similar arrangements which 
are focused on developing practical joint activities to address climate change (see Box 5.2).  
Formal arrangements have been concluded with the United States, Japan, the European Union, 
New Zealand, China and South Africa. 
Box 5.2: Australia-China Climate Change Partnership 
Australia’s partnership with China commenced in 2003 and was strengthened through a 
Memorandum of Understanding in 2004.  Regular business/officials workshops and 
Ministerial meetings have been held to develop and progress joint projects.  In October 2006, 
Australia initiated a very successful Renewable Energy and Energy Efficiency Business 
Mission to China to promote Australia’s renewable energy and energy efficiency expertise 
and progress climate change issues and related cooperative activities with China.  During this 
visit Chinese and Australian Ministers endorsed a statement of intent that provides the 
framework for joint activity over the next five years and endorsed 11 new joint projects to 
reduce greenhouse gas emissions, assist adaptation to climate change, improve coal mine 
safety and enhance climate change expertise in both countries. 
The agreed priority areas for activity under the Partnership for the next five years include: 
capacity building; renewable energy technology; energy efficiency; capture and use of 
methane; climate change and agriculture; land use, land use change and forestry; adaptation 
to climate change; and climate change science. 
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Australia-China Joint Coordination Group on Clean Coal Technologies 
By 2030, coal will provide 73 per cent of China’s energy use and a major share of Australian 
energy exports and domestic electricity generation.  Technologies that can lower emissions from 
coal fired power stations are critical in a future carbon-constrained world. 
The recently established Australia-China Joint Coordination Group on Clean Coal Technologies 
will provide further strategic guidance, oversight, and impetus to clean coal and climate change 
related activities in Australia and in China.  This will involve sharing knowledge gained through 
clean coal and other relevant projects in Australia and China; identifying and implementing joint 
clean-coal technology projects; and identifying areas where cooperation on the development, 
demonstration and use of clean coal technologies can be enhanced. 
Helping Pacific Island nations to adapt to climate change 
The impact of climate change will be most critical on nations with only limited capacity to adapt to 
its impact.  This is particularly the case for low-lying island states, such as in the South Pacific. 
The Government has been working with its regional partners in the Pacific to strengthen their 
capacity to adapt to climate change.  Cooperating in adaptation to climate change can also serve 
as an important building block for wider international arrangements. 
In the 2007-08 Budget, the Government allocated $32.5 million for partnerships with 
international organisations on climate change adaptation and mitigation initiatives. 
Of the $32.5 million, $7.5 million will be provided to the Global Environment Facility’s Least 
Developed Countries Fund, which supports climate change adaptation, including in the Pacific. 
The adaptation strategy was developed with Pacific Island countries, and is set out in the Pacific 
Islands Framework for Action on Climate Change 2006-2015.13  With adaptation identified as the 
key regional priority, a wide range of supporting activities have been developed at the regional, 
national and community levels, for implementation over the next eight years. 
5.5 Australia’s domestic action in the global context 
Australia’s domestic policies will influence, and be influenced by, effective and practical 
international responses to climate change.  It may take some time for an effective global 
framework for emissions reductions to emerge.  It is likely that in the near term progress will be 
                                                     
13 <www.sprep.org/climate_change/index.asp>. 
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made through national and bilateral actions.  Implementation of emissions trading will provide 
opportunities over time to engage with developing and developed countries at a number of 
different levels.  Continued investment in low emissions technologies and energy efficiency and 
our focus on practical actions also creates opportunities for productive international collaboration. 
Australia will bring strong leadership credentials as a new international framework emerges.  As a 
result of current domestic actions we are already tracking well to meet our 108 per cent target for 
the 2008-2012 period.  Australia has committed to setting a domestic long term emissions 
reduction goal by 2008.  Our practical regional engagement through the Asia Pacific Partnership 
on Clean Development and Climate, the Global Initiative on Forests and Climate, and the APEC 
agenda further reinforces our position. 
Australia has much to offer international discussions.  Our first-hand experience in implementing 
a range of domestic measures, including an emissions trading system and various technology 
and energy efficiency measures will be valuable to others.  Our excellent climate change science 
base enables us to speak with balance and authority.  Our demonstrated long term commitment 
to practical international co-operation will ensure our voice will be heard in international 
discussions. 
Australia will contribute to achieving global reductions in emissions that will avoid dangerous 
climate change.  Our domestic actions support this objective and will maintain a strong 
domestic economy.  Australia will also contribute through practical and cooperative 
approaches, using all available international channels, to securing an effective and 
comprehensive global response. 
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APPENDIX A: KEY DESIGN FEATURES OF AN AUSTRALIAN 
EMISSIONS TRADING SCHEME 
The Government recognises that the most efficient and effective way to manage emissions reductions 
is through market mechanisms.  Emissions trading will ensure that the market rather than governments 
decide which abatement opportunities should be adopted to reduce emissions at least cost including 
those accessed through the application of existing and new technologies. 
The Government considers that it is to Australia’s benefit to develop a domestic emissions trading 
system that might, over time and where it would be in our interests, be linked to compatible schemes in 
other countries.  An AETS will allow the Australian economy to respond to future carbon constraints 
(see Chapter 2) at least cost. 
The Government is committed to implementing an AETS that is sensitive to our particular economic 
interests, including our international competitiveness, and that will provide further opportunities to 
engage the international community across the climate change agenda. 
Australia has committed to emissions trading in advance of most of the world community.  An AETS 
with a carbon price set by the market will provide a clear signal on future carbon costs.  This will 
improve Australia’s domestic business investment environment and strengthen incentives to develop 
the low emissions technologies so important for the future. 
Design and implementation of an AETS will begin immediately with the aim of being operational no 
later than 2012. 
The Task Group believes the key to success is to begin at once, but to proceed with care on 
the basis of considered and informed decisions.   
Source: Prime Ministerial Task Group on Emissions Trading, May 2007. 
The Government has decided that, consistent with the implementation plan proposed by the Prime 
Ministerial Task Group on Emissions Trading, the AETS will be operational no later than 2012.  As 
experience with the European Union Emissions Trading Scheme has shown, introduction of the scheme 
without thorough preparation could undermine its efficiency and effectiveness. 
The Government has already started working, but the AETS will need to be designed in a considered 
and step-wise fashion over the next three to four years.  The objective is to be in a position to 
commence trading in 2011, but the Government will take into account global developments and other 
relevant issues in the design of the scheme and in settling the final commencement date for trading. 
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Key design features of the Australian Emissions Trading Scheme 
As part of its comprehensive report, the Prime Ministerial Task Group on Emissions Trading provided 
detailed consideration of the possible design of an AETS.14  The Government accepts the conclusions 
of the Task Group on the key design features of the AETS (see Box A.1).  However, there is further 
work to be done, and detailed design decisions will be taken over the course of the next few years. 
Box A.1: Key features of the Australian Emissions Trading Scheme 
The AETS will be based on a ‘cap and trade’ model, with the following features: 
• maximum practical coverage of all sources and sinks, and of all greenhouse gases: 
− with permit liability placed on direct emissions from large facilities and on upstream fuel 
suppliers for other energy emissions 
− initial exclusion of emissions from agriculture and land use from the scheme though these 
emissions should be brought into the scheme as practical issues are resolved; and 
− with those sectors initially excluded from the emissions trading scheme subject to other 
policies designed to deliver abatement. 
• a mixture of free allocation and auctioning of single-year dated emissions permits that: 
− provides an up-front, once-and-for-all, free allocation of permits as compensation to existing 
businesses identified as likely to suffer a disproportionate loss of value due to the 
introduction of a carbon price 
− ameliorates, through free allocation, the carbon-related exposures of existing and new 
investments in trade-exposed, emissions-intensive industries while key international 
competitors do not face similar carbon constraints, but which also provides ongoing 
incentives for abatement and adoption of industry best practice; and 
− allows for the periodic auctioning of remaining permits 
• a ‘safety valve’ emissions fee designed to limit unanticipated costs to the economy and to 
business, particularly in the early years of the scheme, while ensuring an ongoing incentive to 
abate 
• recognition of a wide range of credible carbon offsets, domestically and internationally 
• capacity, over time, to link to other comparable national and regional schemes 
                                                     
14 The Task Group report is available at http://www.pmc.gov.au/publications/emissions/index.cfm.   
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Box A.1: Key features of the Australian Emissions Trading Scheme 
• incentives for firms to undertake abatement in the lead-up to the commencement of the scheme, 
including through the purchase of offset credits from carbon plantations, and potentially from 
other accredited activities. 
How the system will work 
To underpin the AETS, the Government will establish a series of short term annual caps for overall 
emissions beginning with the period from 2011 to 2020, consistent with meeting the long term 
aspirational goal for Australia’s emissions (see Chapter 2). 
Emitters required to participate in the scheme will need to hold enough permits to account for their 
annual emissions or they will have to pay an emissions fee.  Permits will be allocated into the market 
through a combination of free allocations and auctioning.  Permits will be able to be held over or 
‘banked’ for use in future years. 
The cost of reducing emissions is different for every participant in the market.  If a firm is able to reduce 
their emissions at a cost lower than the market price for permits, they will reduce their emissions and 
sell any permits they don’t need.  This makes more permits available, at lower cost, to those 
participants for whom emissions reductions are more expensive.  In this way the market finds the least 
cost way to reduce emissions to the desired level. 
A price for carbon 
A key goal of the AETS is to allow forward prices for carbon to emerge.  Forward carbon prices will 
reflect expectations of future carbon constraints, including short term caps, medium term gateways and 
the long term aspirational emissions goal.  It is likely to reflect the expectation that the permit price will 
rise in the future – but this will be determined by the market.  The medium term trajectory for emissions 
will be set bearing in mind the need for sufficiently strong carbon price signals to bring forward existing 
and new low emissions technologies. 
It is the forward price curve that enables businesses to use the market to manage carbon risk.  
Investors in emissions intensive projects will be able to factor in the expected price of carbon over the 
life of their investments, and they will be able to purchase permits to cover their liability if they wish. 
Since business will be able to view the forward price curve in the market and average the expected 
price of carbon over the life of their investments, they will be able to estimate the returns they can 
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expect from investing in low emissions technology.  This provides a signal to encourage businesses to 
invest in deployment of low emissions technologies and energy efficiency. 
Balancing flexibility with certainty 
There is a need to balance business’ desire for investment certainty with the ability to retain some 
flexibility so that the Government can re-set the emissions trajectory if new scientific information 
becomes available or in line with significant developments in relation to an international climate change 
framework.  The Prime Ministerial Task Group on Emissions Trading proposed that a combination of 
annual short term emissions constraints and medium term gateways could provide business with 
greater certainty while still providing flexibility for government.  The Government accepts this approach. 
Maximum practicable coverage 
The Government has decided that the best approach for an AETS is for the scheme to have maximum 
practicable coverage of Australian emissions.  Broad coverage in the scheme maximises opportunities 
for low cost emissions reductions.  Broad coverage also ensures that the total cost of achieving 
emissions reductions is shared equitably across the economy. 
The AETS will efficiently achieve maximum coverage by requiring permits to be acquitted by large 
emitters, while capturing the energy emissions of other sectors and activities by requiring permits to be 
acquitted by fuel suppliers.  The scheme will minimise the administrative burden by not directly requiring 
households and small businesses to participate in acquittal of their own emissions. 
The proposed AETS will aim to cover more than 70 per cent of Australia’s emissions.  It will be broader 
in coverage and scope than any other emissions trading system proposed or in operation for Australia 
or overseas including the European Union Emissions Trading System and the proposal put forward by 
the states and territories in 2006.15 
In the short term the non-energy related greenhouse gas emissions for the agriculture and forestry 
sectors will not be included, and the feasibility of including some other small, distributed sectors such as 
waste, will be investigated during the design phase of the scheme.  The difficulties of including 
agriculture arise for practical reasons, for example because of measurement uncertainties and the high 
administration costs of capturing many small sites.  The Government intends that sectors initially 
excluded from the scheme will be drawn into the scheme, where practicable, at a later point once 
                                                     
15 The State and Territories ETS proposal covered only the power generation sector and is outlined in Possible Design for a 
National Greenhouse Gas Emissions Trading Scheme, August 2006. 
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measurement and other issues of technical feasibility are resolved.  In the mean time, the Government 
will work closely with these sectors to develop realistic policy options to achieve abatement. 
The agriculture and forestry sectors will also be able to prepare for participation in the AETS by 
generating offsets for use in the scheme.16  The availability of further low cost abatement activity in the 
form of offsets from these sectors will lower the costs of the scheme as a whole. 
Managing the transition and maintaining Australia’s international competitiveness 
The introduction of an emissions constraint and an emissions trading scheme necessarily imposes 
costs across the economy.  The Government will carefully design the scheme and set the emissions 
trajectory (Chapter 2) to minimise these costs and will set the emission fee at a low level initially to act 
as a safety valve. 
The Government recognises that some firms will be disproportionately affected by the introduction of 
such a policy framework.  It agrees with the Task Group that firms suffering disproportionate losses 
need to be compensated and will explore methodologies to achieve this in the design phase. 
The Government also recognises that there is no environmental or economic benefit in placing carbon 
costs on Australian businesses competing in global markets if this simply reduces their competitiveness 
and results in the migration of those businesses (and their emissions) to other countries which are not 
acting to constrain their greenhouse gas emissions. 
Therefore the Government will ensure that the competitiveness of Australia’s vital trade-exposed 
emissions-intensive industries is not reduced through direct and indirect carbon cost exposures.  The 
Government notes the Task Group’s recommendations, and will examine this issue in detail during the 
design phase. 
Concessions will be provided only while key competitors do not face comparable carbon related costs 
and will be assessed on a five yearly basis.  It will also be provided on the condition that those 
businesses continue to produce in Australia. 
However, it is important that these industries face comparable incentives to reduce their emissions.  For 
this reason, allocations will be made in such a way so as to encourage the adoption of industry best 
practice.  Finally, by including the trade-exposed emissions-intensive industries within the emissions 
trading scheme the Government has also ensured that the same price-based incentive is applied to all 
industries. 
                                                     
16 Where emissions from one activity or entity are made up or compensated for by other emissions reducing activities elsewhere 
or by other entities. 
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Use of revenue 
The emissions trading scheme will generate revenue from the auction of permits and emission fees.  
Revenue flows from permit auctions will depend upon the structure of compensatory allocations and 
decisions on the timing and number of short and long-dated permits to be released in any one year. 
Given the uncertainty about international progress on climate change frameworks and climate change 
science, emissions caps settled now may be too high in the future.  The Government will consider 
holding back part of auction revenues in case it is necessary for the Government to re-enter the market 
to purchase permits. 
Given the importance and magnitude of the emissions reduction challenge, the Government agrees in-
principle with the Task Group view that the use of revenue to support low emissions technology and 
energy efficiency is a high priority. 
The Government will consider the use of auction revenues in more detail once the design details for 
the emissions trading system are settled. 
 
